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KEY ECONOMIC INDICATORS: GUATEMALA 


All values in million US $ Exchange Rate: 
unless otherwise stated US $1.00 = Quetzal 1.00 


Estimate 
1976 


Income, Production, Employment 
GNP at Current Prices 35241.2 4,200 


GNP at Constant 1958 Prices Eells : 2,320 
Per Capita GNP, Current Prices E 526 . 670 
Plant and Equipment Investment 315.8 530 
National Income, Current Prices 2,746.7 3,720 
Indices: 1/ . 

Industrial Production — 


(1973=100) 104.6 112.3 


August Labor Productivity 2) 


(1973=100) 103.4 105 
August Indystrial Wage (1973=100) 110.0 132 
Labor Force = 499,426 ; 605,200 


Money and Prices 
Money Supply (pgr end) ‘ 475 
Interest Rates — ° ° 11.0 
Price Indices: 1950=100 (Year Average) 
Wholesale (71 Arti¢}es) : - 217 
Retail (20 Items) — ; ‘ 9. 216 


Balance of Payments and Trade 
Gold and Foreign Exchange Reserves 


(Year End) 
External Public Debt 
Annual Debt Service 2/ 
Balance of Payments  —! 
Balance of Trade 
Exports, f.o.b. 
US Share 
Imports, c.i.f. 
US Share 
Main Imports from US * 
Industrial Mach. (MT 12707) 
Motor Vehicles (MT 13296) 
Wheat (MT 80619) 
Electrical Equipment (MT 4289) 
Mfgd. Fertilizers (MT 55031) 
1/ Manufacturing Industry Contribution to GDP in constant 1958 Quetzales 


2/ Industrial tributi t DP in 1958 etzales r of manufacturi industr 
af workers in Guatema 4 tt 7 ROR e rquetzate (e385 ™ — ” y 


3/ Number of workers in IGSS (who work for :stiamamaataaaeea industrial, commercial and ser- 


vices enterprises of 5 or more employees 

4/ Maximum rate on loans authorized by Central Bank 

5/ Prices only surveyed in capital; index to be terminated. 

6/ Total Central Government payment on external public debt 

7/ Net Current Account plus Net Long Term Capital 

*® Source: Bank of Guatemala, Directorate General of Statistics 





GUATEMALA 
SUMMARY 


The Guatemalan economy has strong prospects for the balance of 
1976 and well into 1977. Current GNP growth is estimated at 
7-9%. This is a sharp increase over the 1% GNP growth of 1975 
which reflected poor crop conditions and a world recession. 
Guatemala was hit February 4, 1976 by a major earthquake with 
severe damage in many villages and high loss of life. But, 
other than manageable infrastructure losses, productive capacity 
was lightly affected. This year export prices for sugar have 
dropped, but prices of other agricultural commodities, including 
coffee, cotton, bananas, and tobacco, strengthened or remained 
firm. Import price increases reflected a lower rate of infla- 


tion in industrial countries. Capital flows, including extra- 
ordinary earthquake-related credits turned the balance of pay- 
ments positive. Foreign currency reserves have increased and the 
quetzal is in very strong shape. 


A growing market for US products and services derives from the 
expanding internal market, earthquake reconstruction, heavy in- 
vestment in nickel export facilities, petroleum exploration and 
a regional market for processed and manufactured goods. A 

sharp increase in Government projects dominates investment acti- 
vity in a period of slower than expected world-wide economic re- 
covery. There appears to be abundant local and foreign invest- 
ment capital. US businessmen in Guatemala generally consider 
the investment climate very good. Yet moderate demand recovery 
in the face of unutilized productive capacity means highly selec- 
tive capital equipment and new plant expenditures in the private 
sector. 





Current Economic Situation and Trends 


A. Economy Still Pulling Out of Mild Slump of 1975 


After three years of economic expansion approaching 8% in real 
terms, real growth of the Guatemalan economy slowed to 5.5% in 
1974 and 1% in 1975. A drop of both internal and external de- 
mand accounts for this mild slump. On the external side, ex- 
ports to the other Central American Common Market countries, the 
major purchasers of Guatemala's non-traditional exports, barely 
increased over the 1974 level. From 1964 to 1974, exports to 
those countries grew in value by over 18% per year provoking 
rapid industrial development. Because of the economic slowdown 
in the other Central American countries, Guatemalan exports of 
manufactures and chemicals actually declined slightly in current 
dollars and significantly in volume. 


On the internal side, consumer demand was slack since real dis- 
posable income had decreased. Inflation began accelerating in 
1973 and reached an annual rate of about 24% in 1974. Indus- 
trial and agricultural wages generally rose less than prices. 
Furthermore, consumption and investment by the government slowed 
in 1975 since an "austerity" budget for calendar year 1975 was 
promulgated to counter inflation. 


Additional anti-inflation measures taken by the government in 
late 1974 included raising indirect taxes, revamping agricultural 
credits and price support programs to stimulate the production 
of basic grains, and freezing prices on a wide range of consumer 
items and industrial products. Partially as a result of these 
government measures and partially due to the reduction of infla- 
tion among the industrialized countries of the world, the pace 
of inflation slowed considerably to about 13% in 1975. But the 
pace of the economy also slowed perceptibly during the first 
three quarters of 1975. By the fourth quarter, surveys of busi- 
ness conditions and various economic indicators implied that 
economic activity was accelerating into 1976. 


Extraordinarily high world prices for sugar during 1975 pushed 
export earnings for that commodity up to $116 million from $50 
million in 1974. Thus, for the first time sugar ranked as the 
second major export earner behind coffee ($160 million) but 
way ahead of cotton ($74 million), bananas ($30 million) and 
meat ($20 million). The $66 million increase of sugar exports 
almost singlehandedly accounts for the 12% increase over 1974 
of total exports to $650 million in 1975, since export earnings 
of all other products remained at virtually the same level. 
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Despite the fact that total exports increased by a healthy rate, 
imports grew slightly faster to total $800 million, leaving a 

$150 million trade deficit, according to preliminary central bank 
data. This is the largest trade deficit in Guatemala's history, 
exceeding the previous record of $123 million established in 1974. 
However, whereas in 1974 capital inflows were not quite enough 

to cover the trade deficit, resulting in a decrease of foreign 
reserves by $10 million, capital inflows in 1975 were so large 
that foreign reserves jumped from $202 to $304 million during that 
12-month period, according to IMF statistics. Most of the capi- 
tal inflow is attributable to short term private borrowing and 
suppliers' credits ($175 million), foreign investment ($77 million), 
and private remittances ($62 million). The capital outflow for 
these four categories was only $159 million leaving a net contri- 
bution of $231 million to foreign reserves. 


B. Impact of Earthquake and Economic Prospects for 1976 and 
i997 


On February 4, 1976, at 3:03 a.m., Guatemala was struck by the 

most powerful and widespread earthquake ever recorded in Central 
America. Measuring 7.5 on the Richter Scale, the quake devastated 
dozens of towns and villages leaving a grim toll of more than 

23,000 dead and 77,000 injured. About 250,000 houses were destroyed 
leaving homeless 1.1 million people, more than one-sixth of the 
population. Most of these houses were built of adobe (dried mud) 
blocks with no supporting columns which accounts for the unusually 
high dead to injured ratio. 


The Guatemalan Planning Council estimated total physical damage 

at slightly over $1 billion, of which 60% of that is for housing. 
The housing figure is an estimate of how much would have to be 
spent to replace all the destroyed houses with structures capable 
of withstanding another earthquake. Realistically, the amount 
spent could be much less. Of the remaining $400 million of damage, 
about half is damage to social infrastructure such as hospitals, 
schools, water systems and government buildings, and half is phy- 
sical infrastructure such as highways, bridges, telecommunications 
and ports. : 


Despite the tremendous loss of life and housing, the productive 
sectors of the economy survived almost unscathed. The Planning 
Council estimated damage to agriculture, industry, commerce and 
services at only $54 million but on closer scrutiny, even this 
appears too high. For example, the Planning Council estimated 
damage to industry at $23 million, but a later survey by the Chan- 
ber of Industry came up with the total of only $17 million - 
though loss of sales and production time amount to an additional 
$43 million. Furthermore, most of the plants, shops and ware- 
houses were insured, usually by local insurance companies which 
are reinsured by foreign companies. Capital inflows from insur- 
ance payments could amount to $45 million in 1976 and an additional 
$25 million in 1977. 
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With foreign assistance, the government focused on repairing the 
essential elements of the physical infrastructure. Within a few 
months after the earthquake most of the telecommunications systems, 
railroads, ports and highways were operating normally. Thanks to 
the efforts of a US Army engineer battalion, the vital "Atlantic 
highway" connecting the capital with the major ports on the Carib- 
bean, was opened for all-weather use before the rainy season be- 
gan. Only the dock of Puerto Barrios, the Caribbean port which 
traditionally handled Guatemala's bulk cargo, is operating at a 
fraction of its previous capacity - and most of the diverted car- 
go has been successfully absorbed at nearby Puerto Santo Tomas. 


Faced by the staggering challenge and cost of reconstruction, the 
government decided to increase the budget for calendar year 1976 
by $188 million to $762 million. Of this increase, $122 million 
is to be financed by .the issue of special reconstruction bonds 

and the remainder to be financed by foreign loans and grants. 

The 15-year term reconstruction bonds carry an 8% interest rate 
when sold domestically, and will carry up to 12% interest when 

and if the government sells bonds externally. The newly budgeted 
money is being used on infrastructure repairs, housing projects, 
and being channelled through state banks into 20-year, 4% interest 
housing loans. International development agencies and other govern- 
ments have already committed about $240 million in donations and 
loans for reconstruction. And the government is expecting at 
least an additional $100 million worth of reconstruction loans 
from these agencies to be disbursed over the next four or five 
years. 


With the government determined not to resort to relatively short 
term, commercial borrowing and a marked willingness of the inter- 
national development agencies to provide Guatemala with 30 or 40 
year, low interest loans, it is unlikely that annual payments 

for external debts as a percent of export earnings will rise much 
above the current 2.3% over the next couple of decades. This as- 
sumes a fairly stable growth of exports and GNP which has been 
the pattern over the past two decades. 


In fact, even the balance of payments picture looks fairly healthy 
for the foreseeable future despite a projected sharp rise of im- 
ports to fill reconstruction needs. The pace of imports is slowly 
accelerating with the central bank expecting $1060 million c.i.f. 
of imports in 1976 and $1320 million c.i.f. in 1977. Exports are 
projected to rise to about $690 million in 1976 led by coffee 
($217 million), cotton ($88 million) and sugar ($80 million). 

With an expanding coffee crop and nickel exports starting in the 
second quarter of 1977, export earnings for 1977 could exceed 

$800 million. The projected trade deficit of $370 million for 
1976 will be more than offset by about $80 million worth of for- 
eign investment, $45 million of insurance payments, $175 million 
of transfers ($100 million of that being post-quake donations in 
cash and goods), and private as well as public borrowing. Guate- 





mala finished the third quarter of 1976 with net reserves over 
$400 million and central bank officials expect reserves to stay 
at that level through year-end since the coffee crop will com- 
pensate increased imports during the last quarter. 


Indeed, a return to currency exchange controls imposed from 1963 
to 1973 seems very unlikely since abnormal import requirements 
over the next several years will be offset by: the disbursement 
of soft reconstruction loans; sustained high coffee prices cur- 
rently projected to last at least another three years; the ini- 
tiation of nickel matte exports in 1977 at the rate of 28 million 
pounds per year (which will bring in approximately $58 million 
per year at current prices); and the good possibility of oil pro- 
duction in the near future. 


Inflation still poses a potential problem for the economy and a 
challenge to the government. Inflation at the expected range of 
rates is of greater impact upon US investors than upon US expor- 
ters to Guatemala. The Quetzal is not under pressure and US ex- 
porters are affected primarily by real income effects upon de- 
mand. Several domestic, post-earthquake phenomena are contri- 
buting to inflationary pressures. The central government deci- 
sion to increase the 1976 budget by 43% has sharply increased 

the government's demand for locally produced goods and services. 
Most of this demand has focused on the construction industry con- 
tributing to severe shortages of certain construction materials, 
most notably cement,and skilled labor. These shortages in turn 
have provoked sharp price and wage increases in that sector 
which have spread to other sectors. For example, bricklayers 

are now earning around $4 a day, twice as much as before the 
earthquake. Consequently, cotton farmers have been obliged to 
raise salaries of pickers from $2 to $3 per day in order not to 
lose their workers. The recent extraordinary growth of the 
money supply could also contribute to inflation. From the end 

of September 1975 to the end of March 1976, M1 increased by 33%. 
This is the six-month period during which M1 normally jumps as the 
coffee and cotton exporters fill their bank accounts, but the 
phenomenon was exaggerated this year by a heavy inflow of foreign 
donations and insurance payments. Thus, the increase of M1 durng 
the same six-month period for '74/'75 was only 18% and for the 
'73/'74 period was 27%. So far, however, the recent increase of 
the money supply has remained primarily in the hands of the lenders 
and not of the spenders, leaving most commercial banks in positions 
of excess liquidity. This situation persists though some commer- 
cial banks have lowered their interest rate on both loans and de- 
posits. This indicates that the economy, though recovering from 
the 1975 slump, is not yet booming. 


The government has taken several measures to counter the threat 
of inflation. It is allowing certain construction materials into 
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the country duty-free and offering tax incentives to new companies 
which produce construction materials. It is trying to sell the 
entire $122 million reconstruction bond issue domestically in order 
to sop up money in Circulation. And, although it has the matter 
under review, the government continues to impose price controls on 
a wide variety of consumer products. 


Despite price rises of certain goods, overall price levels have 
increased only moderately. The new and more reliable government 
consumer price index only registered an 11.5% increase in the 
eight months following the earthquake. Relatively stable food 
prices have helped keep increases of the overall price index to 
moderate increments. This is attributable to the record '75/'76 
crop of basic grains produced in response to new government floor 
prices and credits. Consequently, the GDP deflator for 1976 may 
not exceed the 13% used in 1975. The behaviour of prices in 1977 
remains a question mark. If the Gross Domestic Product for 1977 
grows to $5,326 million in current dollars as recently predicted 
by the Minister of Finance, inflation could become a greater in- 
ternal problem. However, given the current supply and demand situa- 
tion, the domestic rate of inflation is tending toward the inter- 
national rate experienced in imports. 


In summary, the Guatemalan economy and currency seem stronger than 
ever since the productive sectors of the economy escaped serious 
damage in the February earthquake. Due to reconstruction activi- 
ties, more people are employed than ever before, wages of low in- 
come workers have risen, and credit has been extended to thousands 
of earthquake victims, all of which is contributing to a noticeable 
acceleration of the economy. With increased government spending 
and expected high levels of private investment, Guatemala could 
experience 9% real economic growth in 1976 and even more in 1977, 
if inflation does not become excessive. 


II. Implications for the United States 


A. Growing Market for US Products and Services 


The US has always been Guatemala's major trading partner, and for 
the last several years the US share of total Guatemalan imports 
has ge cages ta reaching 34% in 1975, or $250 million. If 


total imports reach $1,060 million in 1976, as predicted by the 
central bank, and the US share stays the same, imports from the 
US will surge to about $360 million. Figures for the first six 
months of 1976 show imports from the US reached $175 million, up 
56% from the same period last year. This was far and away the 
largest percent increase of any country in Latin America and 
makes Guatemala the US' tenth largest market in the hemisphere. 
Given the proximity and availability of US goods and services 
needed.for reconstruction the US share of importSis likely to in- 
crease even further. Opportunities for US exporters of construc- 
tion materials, machinery, pre-fab houses, and construction firms 





are numerous. The law mentioned above which allows duty-free 
importation of certain construction materials (including cement 
of which there is a serious shortage), also grants duty-free 
treatment for pre-fab houses valued at less than $8,000 c.i.f. 
for two years. 


The market potential in Guatemala for.several other American 
product lines looks very good. Strong earnings for coffee and 
cotton growers combined with the prospect of sustained high 
prices insures a growing demand for agricultural machinery, ferti- 
lizer, insecticides, etc. An estimated $90 million investment in 
new health facilities is planned by the Ministry of Health, the 
Social Security Institute and the Guatemalan Army. Altogether 
the projects of these three institutions call for from five to 
ten new hospitals in Guatemala City and an entire network of 
small hospitals, clinics and health posts in the rural areas. 
Needed will be design and construction services and a vast amount 
of medical equipment which American firms could supply. 


Construction has begun on two hydroelectric projects; the largest, 
Chixoy, to generate 300 megawatts starting in 1981. Most recently, 
the bids for the construction of the dam and tunnel for Aguacapa 
have been annulled by the Guatemalan Government. Thus; US con- 
struction companies who had heretofore not submitted any bids on 
Aguacapa may re-enter the competition. Prequalification for the 
Chixoy project has already been closed. A third power generation 
project, the 30 MW Moyuta geothermal project is still in the ex- 
ploratory drilling stage. 


The government is now expanding the telephone system by 60,000 
lines and an even larger expansion is expected to begin in 1978. 
The Municipality of Guatemala City will soon begin digging a 
massive network of collector sewers, leading to the construction 
of the city's first sewage treatment plant in 1978-79. 


Other major projects of the Government include plans to purchase 
new locomotives, rolling stock and replace large segments of the 
old narrow gauge track of the national railroad, rebuild part 

of the dock at Puerto Barrios, expand the port at Santo Tomas 

de Castilla to handle containers and bulk cargo, build new sec- 
ondary schools and repair the highways. All this follows the 
Government's announced goal of proceeding with development plans 
while rebuilding. 


Probably the development with the greatest impact for US business 
and investors is what looks like a boom in oil exploration. 
Regulations are currently being written to implement a new law 
about oil exploration and exploitation under production-sharing 
contracts. Once the regulations are published, the government 
intends to put five exploration tracts of 200,000 hectares or 
less up for bid. Two oil companies are currently drilling under 
the old petroleum laws, and one of them has struck oil on the 
last four holes. That company has announced that it has found 
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oil in commercial quantities and that it is planning a pipeline 
to transport the petroleum from the wells in northern Alta Vera- 
paz Department to the Caribbean coast. 


Guatemala is classified as one of the beneficiary developing coun- 
tries under the US Generalized System of Preferences which pre- 
sents new opportunities for US importers and investors. More than 
100 Guatemalan products exported to the US in 1975 which previously 
paid duty, are now entering the US duty-free. One American firm 

is now growing, and shipping to the US by air freight, duty-free 
fresh vegetables. Guatemala could produce and export many more 
products which are granted duty-free treatment under the GSP. 


B. Procurement Policy 


Since many sales opportunities in Guatemala involve public pro- 
curement, a word about bidding procedures is in order. All Guate- 
malan Government purchases over $3,000 are acquired through public 
bidding unless the government declares that a project is so ur- 
gent as to be an emergency. The period in which bids may be filed, 
however, is often quite limited, occasionally precluding partici- 
pation from the US. Frequent contact with the Guatemalan market 

is thus a requisite for doing business here. 


In addition, because government agencies often specify that pre- 
qualification documents for bids can only be obtained in exchange 
for large amounts of blank paper, the agencies will not mail them 
to requesting foreign firms. Therefore, it is best to appoint a 
local representative, not only to obtain these documents, but also 
to prepare bids, which usually must be submitted in whde or in 
part on sheets of special official paper called "papel sellado" 
bearing a Guatemalan seal and which is available only in Guate- 
mala. 


C. Investment and Licensing Opportunities 


Guatemala traditionally has been and remains receptive to foreign 
investment. Foreign capital stands on the same footing as does 
domestic capital and both practice and law support free enterprise. 
There are over a hundred companies in Guatemala which have US equity 
participation but very few of them are 100% US-owned subsidiaries. 
Joint ventures with local partners are the normal practice and 
enjoy certain tax advantages over companies which are 100% foreign- 
owned. Currently, Guatemalan investors are looking for US capital 
and expertise to initiate construction firms and cement plants. 


Many Guatemalan firms have licensing arrangements with US firms 
since US brands are known and respected here. 


Regulations governing fiscal incentives for new industries were 
written in accordance with the 1960 Central American Common Market 
Treaty which coordinates investment policies in Central America. 
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Representatives of the Central American governments have completed 
a preliminary draft of a new treaty which would modify these 
policies and thereby alter the fiscal incentives. The preliminary 
draft indicates that the governments intend to exercise greater 
control over the type and location of new industries in an effort 
to decentralize and program rational industrial development in 
order to maximize economies of scale. The draft clearly demon- 
strates that foreign investment will still be considered favorably 
and that approved investments will be granted some import duty ex- 
onerations and tax relief, though fiscal sacrifices by government 
will be kept within reasonable limits. It is unclear how many of 
the articles of the proposed draft will be included in the final 
draft and what year, if ever, the treaty to restructure the Com- 
mon Market will be promulgated and ratified. Nonetheless, future 
investors should keep informed of the progress of the treaty since 
it could affect their taxes, benefits and operating conditions. 
Would-be investors should also be aware that the Government of 
Guatemala has in the past and is still controlling the prices of 
some industrial products to counter inflation. Firms that raise 
their prices without Government authorization run the risk of 
losing their investment incentives. 


Available by subscription from the Superintendent of Documents, GPO, Washington, D.C. 20402. Annual subscription, $37.50. Foreign mailing, $9.40 
additional. Single copies, 50 cents, available from Publications Sales Branch, Room 1617, U.S. Department of Commerce, Washington, D.C. 20230. 
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About 100 reports sent to Washington by 
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FMR Index is $10. Subscribers to the Index 
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documents depending on their length. 
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